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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As requested by the Joint Legislative Audit Committee, the Bureau of State Audits presents its audit report
concerning the Department of Health Services’ (Health Services) activities to address provider fraud in the California
Medical Assistance Program (Medi-Cal). This report concludes that although Health Services performs a number
of Medi-Cal fraud prevention and detection activities, it is missing some components of a comprehensive and
coordinated strategy for addressing provider fraud. It is currently working to implement some of these missing
components, such as estimating the extent of fraud in the program, but it has not yet completed its assessment.
Without this information, it cannot know whether it is overinvesting or underinvesting in its antifraud activities
or allocating antifraud resources in the right areas.

Additionally, Health Services continues to experience delays in processing some provider enrollment applications,
and this becomes critical as new legislation effective January 1, 2004, requires it to grant provisional provider
status to applicants if its processing of provider enrollment applications does not meet certain time and notice
requirements. Further, it does not ensure the consistent screening of providers before enrolling them in the Medi-
Cal program and that all enrolled providers continue to meet eligibility requirements. Health Services could also
achieve more effective results by expanding the use of one of its antifraud activities, and needs to complete its
negotiations on a required agreement that could be structured to better coordinate its investigative efforts with the
California Department of Justice. Although Health Services communicates and shares information during various
meetings of its antifraud committees and task forces, because it lacks an individual or team with the responsibility
and authority to ensure Medi-Cal fraud control issues are addressed and recommendations promptly implemented,
some well-known problems, such as those we report on, may continue to go uncorrected. Finally, Health Services
needs to better monitor the potential fraud unique to managed care.

Respectfully submitted,
ELAINE M. HOWLE
State Auditor

BUREAU OF STATE AUDITS
555 Capitol Mall, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019 www.bsa.ca.gov/bsa
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SUMMARY

Audit Highlights . . .

Our review of the Department

of Health Services’ (Health

Services) activities to identify

and reduce provider fraud
in the California Medical

Assistance Program (Medi-Cal)

revealed the following:

M Because it has not yet

assessed the level of
improper payments
occurring in the Medi-
Cal program and
systematically evaluated
the effectiveness of its
antifraud efforts, Health
Services cannot know
whether its antifraud
efforts are at appropriate
levels and focused in the
right areas.

Health Services has not
clearly communicated
roles and responsibilities
and has not adequately
coordinated antifraud
activities both within
Health Services and with
other entities, which

has contributed to some
unnecessary work or
ineffective antifraud
efforts.

M An updated agreement

with the California
Department of Justice
could help Health
Services better coordinate
investigative efforts
related to provider fraud.

continued on next page

RESULTS IN BRIEF

he Department of Health Services (Health Services)

administers the State’s Medicaid program, the California

Medical Assistance Program (Medi-Cal). Medicaid is a
federal program, funded and administered through a state and
federal partnership, to benefit certain low-income people who
lack health insurance. Medi-Cal provides health coverage for
eligible beneficiaries in California through either a managed
care plan or a fee-for-service program. As of April 2003, about
50.3 percent of the 6.4 million Medi-Cal beneficiaries were
participating in a managed care plan, and about 49.7 percent
were enrolled in the fee-for-service program.

The principal funding sources for Medi-Cal are the State’s
General Fund and matching federal funds. For fiscal year
2002-03, the General Fund paid in excess of $10 billion of the
more than $28 billion in Medi-Cal program expenditures.

Fraud, abuse, and improper payments in the federal
government’s Medicaid program have received much attention
in recent years. Academics and government officials have
written about the size and nature of fraud and abuse in the
program and recommended strategies for controlling the
problem. Although Health Services has for many years operated
programs to combat beneficiary fraud, before 1999 it dedicated
little effort to identifying and preventing provider fraud. Over
the last four years, however, Health Services has received
budget augmentations and added more than 250 staff for
activities related to Medi-Cal provider fraud. Some of the key
Health Services units involved in antifraud activities aimed

at Medi-Cal’s fee-for-service providers include the enrollment
branch, the medical review branch, the investigations branch,
and the Medi-Cal fraud prevention bureau.

Many of the concerns we discuss in this report point to the lack
of certain components of a model fraud control strategy to guide
the various antifraud efforts for the Medi-Cal program. Health
Services and several external entities conduct numerous fraud
prevention, detection, and enforcement activities. However,
Health Services has not yet developed a complete strategy that
coordinates these antifraud activities to ensure that they are
performed effectively. Moreover, Health Services has not yet

California State Auditor Report 2003-112



M Because it lacks an

individual or team with
the responsibility and
authority to ensure
fraud control issues and
recommendations are
promptly addressed and
implemented, some well-
known problems may go
uncorrected.

Health Services does

not obtain sufficient
information to identify
and control the potential
fraud unique to managed
care.

comprehensively assessed the amount or nature of improper
payments occurring in the Medi-Cal program, nor has it
systematically evaluated the effectiveness of its existing antifraud
efforts. Without this information, Health Services cannot know
whether it is overinvesting or underinvesting in its antifraud
efforts, or whether it is allocating resources in the right areas.

Although Health Services performs a variety of ongoing fraud
prevention and detection activities, its management practices
within the antifraud activities we reviewed do not always
ensure effective efforts. Specifically, at least three divisions

and several branches within these divisions carry out each of
these antifraud activities, ranging from screening providers
before approving their enrollment in the Medi-Cal program to
investigating and referring suspected cases of provider fraud
to law enforcement agencies. However, because Health Services
has not clearly communicated roles and responsibilities and
has not adequately coordinated these antifraud activities, we
observed some duplication of effort when processing provider
applications and ineffective results in preventing the use of
some provider numbers related to providers whose licenses were
cancelled. Additionally, we observed that Health Services could
achieve more effective results with its pre-checkwrite process.
Further, an updated agreement could help it better coordinate
its investigative efforts with the California Department of
Justice (Justice). As a result, Health Services cannot assure that
it is using existing resources effectively to control its Medi-Cal
fraud problem.

Further, because Health Services lacks an antifraud clearinghouse
to track and document information about current fraud issues,
proposed solutions, and ongoing projects from all entities
responsible for addressing Medi-Cal fraud and because no one
individual or team has been assigned the responsibility and
corresponding authority to ensure fraud control issues are
addressed and recommendations promptly implemented, some
well-known problems in the program, such as those discussed in
this report, may go uncorrected.

Finally, fraud that is unique to managed care involves the
unwarranted delay of, reduction in, or denial of care to
beneficiaries by a managed care plan. However, because of
incomplete survey results and its concerns about the reliability
of encounter data, which are records of health care services
provided, Health Services does not have sufficient information
to identify managed care contractors who are not promptly
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providing needed health care. In addition, although Health
Services is now in the process of measuring the level of improper
payments in its administration of the Medi-Cal program, it does
not require a similar assessment of its managed care plans, even
though potential fraud in the managed care provider networks
could affect the calculation of future rates for Medi-Cal'’s
managed care plans.

RECOMMENDATIONS

Health Services should develop a complete strategy to address
the Medi-Cal fraud problem. This includes adding missing
components, such as an annual assessment of the extent

of fraud in the Medi-Cal program; an outline of the roles,
responsibilities, and coordination of the entities conducting
antifraud activities; and a description of how it will measure the
performance of its antifraud efforts in reducing fraud.

Health Services should improve the processing of provider
applications, subject all individual Medi-Cal providers to the
same screening requirements, and ensure that enrolled providers
continue to be eligible to participate in the program.

Health Services should maximize the effectiveness of its
pre-checkwrite process, consider working through the California
Health and Human Services Agency to establish a clearinghouse
to track antifraud issues and recommendations, and better
monitor the potential fraud unique to managed care.

Health Services and Justice should complete negotiations of their
updated agreement that could assist both in coordinating their
respective roles and responsibilities for investigating, referring,
and prosecuting cases of suspected Medi-Cal provider fraud.

The Legislature may wish to require Health Services and Justice
to report the status of implementing their agreement during
budget hearings.

AGENCY COMMENTS

Health Services agrees with the recommendations in our report
and states that it is looking forward to working with the Health
and Human Services Agency to improve the effectiveness of the
Medi-Cal antifraud program.
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Justice concurs with the recommendation in our report and
indicates that it is working with Health Services to establish a
memorandum of understanding that will serve to strengthen

their partnership, thereby improving their effectiveness in
combating Medi-Cal fraud. &
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INTRODUCTION

BACKGROUND

he Department of Health Services (Health Services)
I administers the State’s Medicaid program, the California

Medical Assistance Program (Medi-Cal). Medicaid is a
federal program, funded and administered through a state and
federal partnership, to benefit certain low-income people who
lack health insurance, including low-income families with
children and persons on Supplemental Security Income who
are aged, blind, or disabled. Health Services directly administers
Medi-Cal by formulating policy that conforms to federal and
state requirements.

The U.S. Department of Health and Human Services, Centers

for Medicare and Medicaid Services (CMS), formerly named

the Health Care Financing Administration, provides regulatory
oversight of Medi-Cal by reviewing the state plan and approving
and monitoring waivers of federal requirements.

To qualify for Medi-Cal, beneficiaries must meet the program’s
income and property criteria, as well as residence and
citizenship requirements. Medi-Cal relies on local county welfare
departments to make eligibility determinations. According to
data submitted to Health Services by California’s counties, as

of April 2003, nearly 6.4 million people were enrolled in the
Medi-Cal program.

FUNDING SOURCES FOR CALIFORNIA'S MEDI-CAL
PROGRAM

The principal funding sources for Medi-Cal are the State’s
General Fund and matching federal funds. For matching
purposes, the federal government separates direct service costs,
which are the medical costs paid directly to doctors and other
providers, from administrative costs, which are the nonmedical
costs of managing the Medi-Cal program. Reimbursement

of direct service costs is calculated using the federal medical
assistance percentage, which determines how much of the
State’s direct service costs the federal government will pay. The
federal government calculates the federal medical assistance
percentage annually, using a formula that compares a state’s
average per-capita income level with the national average
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TABLE 1

per-capita income. Under this formula, the federal government
reimburses states with a higher per-capita income level, such as
California, for a smaller share of their direct costs than it does
states with a lower per-capita income level. By law, the federal
medical assistance percentage cannot be lower than 50 percent
or higher than 83 percent of a state’s direct service costs. In fiscal
year 2002-03, the federal medical assistance percentages for all
states varied from 50 percent to 76.6 percent, with California’s
percentage being 51.4 percent. The federal government also
pays a share of each state’s costs of administering the Medicaid
program. It matches most administrative costs at 50 percent,
paying higher percentages for certain activities, such as
developing mechanized claims processing systems. The General
Fund pays the direct service and administrative program costs
not covered by the federal government.

As shown in Table 1, for fiscal year 2002-03, the General Fund
paid an amount greater than $10 billion of the more than
$28 billion in Medi-Cal program expenditures.

Direct Service Costs
Fee-for-service
Managed care
Other programs*

Subtotals

Administrative Costs
Local administration

State administration

Totals

Medi-Cal Program Costs
Fiscal Year 2002-03
(In Millions)

General Fund Federal Funds Other Funds Totals

$ 7,286.3 $ 8,365.2 $ 9409 $16,592.4
2,295.9 2,341.3 2.7 4,639.9
306.9 4,128.8 860.3 5,296.0
9,889.1 14,835.3 1,803.9 26,528.3
5439 1,022.5 0.9 1,567.3
112.6 166.0 278.6
$10,545.6 $16,023.8 $1,804.8 $28,374.2

Source: Department of Health Services.

* Includes the dental program and program services provided by the departments of Mental Health and Developmental Services.
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BENEFITS PROVIDED BY CALIFORNIA'S MEDI-CAL
PROGRAM

Medi-Cal provides health coverage for eligible beneficiaries in
California through either managed care plans or a fee-for-service
program. As of April 2003, about 50.3 percent of the 6.4 million
Medi-Cal beneficiaries were participating in a managed care
plan, and about 49.7 percent were enrolled in the fee-for-service
program. Participants of managed care plans are mostly children
and families with lesser medical needs, whereas the elderly

and disabled, who typically have greater health care needs at
higher costs, are in the fee-for-service program. Each managed
care plan receives a monthly fee, or capitation payment, from
the State for every enrolled beneficiary, in return for providing
all of the covered care needed by these beneficiaries. Under

the fee-for-service program, beneficiaries may obtain services
from any provider, such as physicians, nurses, pharmacists,
medical suppliers, and hospitals that agree to accept Medi-Cal
payments. Medi-Cal then reimburses these providers for each
furnished examination, procedure, service, or item. Some of the
other services Medi-Cal provides to eligible California residents
include long-term care, hospital care, and pharmaceuticals.

Another federal program—Medicare—provides health insurance
to people who are 65 or older, some people under age 65 with
disabilities, and people with permanent kidney failure requiring
dialysis or a transplant. For beneficiaries eligible for both
Medicare and Medi-Cal benefits, the Medi-Cal program covers
the annual Medicare deductible of $100 and coinsurance of

20 percent, while Medicare covers 80 percent of the approved
charges after payment of the $100 annual deductible.

HEALTH SERVICES’ ROLE IN CONTROLLING FRAUD IN
THE MEDI-CAL PROGRAM

In general, Medi-Cal fraud consists of activities that cause the
wrongful expenditure of Medi-Cal funds and can be committed
by either Medi-Cal beneficiaries or providers. Beneficiary fraud
generally happens when people provide false information

on their Medi-Cal application or when they use benefits
inappropriately. According to Health Services, for many years

it has operated two statewide programs from its investigations
branch to deal with beneficiary fraud. In one program staff
investigates referrals that county welfare offices send at the time
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beneficiaries apply for benefits and in the other program staff
investigates allegations that beneficiaries have inappropriately
received services paid for by the Medi-Cal program.

Before 1999, Health Services dedicated little effort to identifying
provider fraud activities. Over the last four years, however,
Health Services has received budget augmentations that have
allowed it to add more than 250 staff for activities relating to
Medi-Cal provider fraud. Health Services’ antifraud program

is conducted in conjunction with the governor’s Medi-Cal
Fraud Taskforce, established in 1999, in cooperation with

the California Department of Justice (Justice), the State
Controller’s Office, the Federal Bureau of Investigation (FBI),
the U.S. Attorney, the U.S. Department of Health and Human
Services’ Office of Inspector General, the Los Angeles County
Health Authority Law Enforcement Team program, and local law
enforcement agencies and district attorneys.

The Figure provides details of some of the provider fraud
prevention and control activities that involve some functions
spread across several units within Health Services and Justice.
Some of the key Health Services units involved in provider
fee-for-service antifraud activities include the enrollment
branch, the fraud prevention bureau, and audits and
investigations’ medical review and investigations branches.

According to CMS, an effective antifraud program ideally begins
with the ability to prevent abusive providers from entering a
state’s Medicaid program. Thus, Health Services’ first line of
defense against provider fraud is the provider enrollment branch,
which enrolls and reenrolls fee-for-service health care providers
into the Medi-Cal program. According to the enrollment
branch, approximately 140,000 Medi-Cal providers are serving
the medical needs of the Medi-Cal population. The enrollment
branch reviews provider applications, disclosure statements, and
agreements from individuals, groups, and companies requesting
participation in the Medi-Cal fee-for-service program; it also
manages the enrollment of different provider types and the

data entry and maintenance of the Provider Master File—the
electronic file that Health Services uses to verity that claims are
from eligible providers.
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FIGURE

Functional Organizations Involved in California’s
Medi-Cal Provider Fraud Prevention and Control Activities

Department of Health Services

Medical Care Services
Medical Care Services is responsible for the overall coordination and direction of health care delivery systems supported by Health Services. It
directly operates Medi-Cal and the program's eligibility, scope of benefits, reimbursement, and other related components.

Payment Systems Division (payment systems)

The mission of payment systems is to ensure the effective overall administration, oversight, and monitoring of the Medi-Cal fiscal
intermediary contractors, who are responsible for receiving and processing claims and for maintaining the Medicaid Management
Information Systems for both the medical and dental programs. It also ensures that Medi-Cal is the payer of last resort. In addition,
this division administers and monitors the Medi-Cal managed care enrollment broker contract.

Medi-Cal Managed Care Division (managed care)
Managed care coordinates audit-planning activities with audits and investigations to target problem managed care
plans or specific problem areas.

Licensing and Certification (licensing and certification)
Licensing and certification supports the quality of medical care in community settings and facilities.

Provider Certification Section (provider certification)
Provider certification reviews the provider survey application packets to ensure that providers have met the required health,
safety, and quality-of-care standards, and makes the final determination regarding Medi-Cal certification.

Medi-Cal Fraud Prevention Bureau (fraud prevention bureau)
The fraud prevention bureau conducts on-site fraud risk assessment surveys to detect high-risk Medi-Cal providers and performs follow-up
reviews to identify and prevent continuing fraudulent billing of the Medi-Cal program.

Audits and Investigations (audits and investigations)
Audits and investigations is the central coordination point for Health Services' antifraud activities.

Medical Review Branch (medical review branch)
Using multidisciplinary teams consisting of physicians, registered nurses, pharmacists, analysts, and auditors, the medical
review branch conducts various reviews, audits, and other activities in its efforts to prevent fraud.

Investigations Branch (investigations branch)
The investigations branch reviews complaints of fraud and is the central point for referring cases of suspected Medi-Cal
provider fraud to the California Department of Justice and the Federal Bureau of Investigation.

California Department of Justice

Bureau of Medi-Cal Fraud and Elder Abuse
The Bureau of Medi-Cal Fraud and Elder Abuse is a law enforcement agency composed of prosecutors, special agents, and forensic auditors
who conduct criminal and civil investigations and prosecutions of theft from the Medi-Cal program.

Sources: Department of Health Services and California Department of Justice.
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The fraud prevention bureau became operational in

October 1999. Its purpose is to identify and prevent fraudulent
billing of the Medi-Cal program by conducting on-site fraud-risk
assessment surveys of certain provider types to detect high-risk
Medi-Cal providers. It assigns a fraud-risk level to each provider
based on the presence of systemic and historic fraud indicators.
High-risk providers receive an immediate follow-up review
designed to document the actual evidence of fraud that is
necessary to impose administrative sanctions and to make the
appropriate criminal investigation referral. The fraud prevention
bureau also reviews and analyzes Medi-Cal provider enrollment
and billing statistics for indicators of fraudulent activity and
disseminates this information to management. In addition, the
fraud prevention bureau develops tracking processes and tracks
case results and referrals by program type, type of fraudulent
activity, and cost savings or deterrence factors. The fraud
prevention bureau also works closely with the FBI under an
initiative to investigate health care providers suspected of health
care fraud.

According to audits and investigations, it is the central
coordination point for Health Services’ fraud control activities.
It indicates that its focus has changed from the old “pay and
chase” to a new proactive and preventive strategy. The medical
review and investigations branches of audits and investigations
collect fraud referrals; perform data analysis; coordinate with
other agencies; audit, investigate, and apply sanctions; and
track fraudulent providers and beneficiaries involved in various
fraud schemes.

The medical review branch is responsible for preventing

and detecting provider fraud. It analyzes data and payment
trends as a means of detecting fraud and performs other
activities such as on-site reviews of providers, focused reviews

of certain providers, pre-checkwrite claim reviews, audits of
noninstitutional fee-for-service providers, education and
outreach, and oversight activities for the audits performed by
the State Controller’s Office on its behalf. The medical review
branch uses multidisciplinary teams consisting of physicians,
registered nurses, pharmacists, analysts, and auditors to conduct
these reviews and audits. In addition, the medical review branch
collaborates within audits and investigations and externally
with other Health Services’ divisions, such as payment systems,
legal services, lab field services, and others, focusing on fraud
detection that results in increases in the number of on-site

10
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reviews of suspicious providers. For example, certified law
enforcement officers from the investigations branch assist the
medical review branch with fraud reviews.

The investigations branch is the investigative arm of audits

and investigations, and it pursues both beneficiary fraud and
provider fraud. This branch is the central point for referring
cases of suspected Medi-Cal provider fraud to Justice and

to the FBI. It also maintains a provider case tracking system
that identifies all provider fraud complaints that it receives,
investigator assignments, and the referrals it makes to Justice,
the FBI, and all other allied agencies. The provider case tracking
system further identifies the actions taken on all complaints
received. The investigations branch also refers cases to
professional licensing boards, such as the Medical Board and the
Pharmacy Board.

FRAUD CONTROL IN GOVERNMENT HEALTH
CARE PROGRAMS

Fraud, abuse, and improper payments in the federal
government’s Medicaid program have received much

attention in recent years. Academics and government officials
have written about the size and nature of the problem and
recommended strategies for controlling fraud and abuse. CMS,
which oversees the Medicaid program at the federal level, has
established the Medicaid Alliance for Program Safeguards to
disseminate information to states about effective fraud control
strategies. CMS issues fraud control guidance and best practices
to states. It also reviews and reports on state efforts to ensure
Medicaid program integrity. In addition, the Office of Inspector
General in the U.S. Department of Health and Human Services
conducts and reports on the annual performance of state
Medicaid fraud control units—state law enforcement units
responsible for investigating and prosecuting Medicaid provider
fraud and abuse.

Congress enacted the Health Insurance Portability and
Accountability Act of 1996 (HIPAA), with the goal of improving
the efficiency and effectiveness of the nation’s health care
system. HIPAA includes various requirements to combat health
care fraud and abuse. For example, as part of HIPAA, Congress
gave the U.S. attorney general subpoena power to facilitate
enforcement of certain federal statutes relating to health care
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fraud and abuse. Additionally, HIPAA established a National
Provider Identifier that health care providers use to submit
claims or conduct other transactions specified by HIPAA.

Characteristics of a model fraud
control strategy:

1. Commitment to routine, systematic
measurement.

2. Resource allocation for controls based
upon an assessment of the seriousness of
the problem.

3. Clear designation of responsibility for
fraud control.

4. Adoption of a problem-solving approach
to fraud control.

5. Deliberate focus on early detection of new
types of fraud.

6. Prepayment, fraud-specific controls.

7. Some risk of review for every claim.

Source: Malcolm Sparrow, License to Steal: How
Fraud Bleeds America’s Health Care System.

Further, HIPAA created the Healthcare Integrity and
Protection Data Bank to combat fraud and abuse

in health insurance and health care delivery. This
data bank is a national data collection program for
the reporting and disclosure of certain final adverse
actions taken against health care practitioners,
providers, and suppliers.

The issue of fraud control in government health
care programs has been addressed at length

by Malcolm Sparrow, a nationally recognized
expert on fraud and fraud control who teaches

at Harvard University’s John F. Kennedy School

of Government. In his noteworthy book, License

to Steal: How Fraud Bleeds America’s Health Care
System, Sparrow describes the characteristics of a
model fraud control strategy. He also elaborates on
detection systems, including the need to perform
fraud control monitoring at several levels and how
electronic data and available technology provide
opportunities for fraud control.

SCOPE AND METHODOLOGY

The Joint Legislative Audit Committee (audit committee) asked
the Bureau of State Audits (bureau) to review Health Services’
reimbursement practices and the systems in place for identitying
potential cases of fraud in the Medi-Cal program, with the aim of
identifying gaps in California’s efforts to combat fraud. The audit
committee also asked that we identify relevant data that quantify
losses to the State resulting from Medi-Cal fraud and review

and evaluate Health Services’ policies, procedures, and practices
for preventing and detecting Medi-Cal fraud. Additionally, it
asked that we review Health Services’ policies and procedures

for referring Medi-Cal fraud cases to Justice for prosecution, and
provide summary information on the number of cases Health
Services referred and the resulting actions taken by Justice.
Furthermore, the audit committee asked us to determine Health
Services’ progress in implementing the recommendations from
our May 2002 audit report titled Department of Health Services:

It Needs to Significantly Improve Its Management of the Medi-Cal
Provider Enrollment Process, Report 2001-129. Finally, the audit

12
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committee asked us to consider reports or information from fraud
control experts to assist with identifying recommendations to
reduce or prevent Medi-Cal fraud.

To understand Health Services’ Medi-Cal policies as they relate
to provider fraud, we reviewed relevant federal and state laws
and regulations. We also interviewed Health Services’ staff and
reviewed Medi-Cal policies and procedures to identify those
Medi-Cal laws and regulations that are applicable.

To identify relevant data that quantify losses to the State
resulting from Medi-Cal fraud, we determined whether Health
Services annually measured the amount of Medi-Cal program
dollars lost to fraud. We also assessed the completeness of
Health Services’ proposed error rate study by comparing it to
the requirements of the CMS Payment Accuracy Measurement
model under which it will be conducted. In addition, we
obtained Health Services’ Medi-Cal savings and cost avoidance
chart and reviewed supporting documents to assess the
reasonableness of its savings estimates by evaluating its
methodology and calculations. We also obtained the amount of
restitution ordered that Justice tracked for fiscal years 1999-2000
through 2002-03.

To assess the effectiveness of its current policies and procedures
for preventing and detecting fraud, we reviewed selected Health
Services divisions or branches that perform various antifraud
activities for the Medi-Cal program. We observed staff, reviewed
records, and interviewed managers and relevant staff to gain an
understanding of their antifraud activities. We also assessed the
completeness and adequacy of Health Services’ plan to combat
Medi-Cal fraud.

To analyze the effectiveness of Health Services’ policies and
procedures for referring Medi-Cal fraud cases to Justice for
prosecution, we reviewed information from both Health Services’
and Justice’s case-tracking database systems for the last four

fiscal years. We also reviewed Health Services’ fraud investigation
process and the criteria it uses to decide whether to continue

or discontinue an investigation or to refer a case for criminal
investigation and prosecution to Justice. We obtained data on
the fraud referrals received by Justice during the last four fiscal
years and the associated actions that Justice took. To review the
completeness of the Justice fraud statistics, we compared the fraud
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referrals that Justice indicated it received from Health Services
with the fraud referrals Health Services indicated it sent to Justice,
and obtained explanations for any differences.

To determine the status of Health Services’ implementation

of recommendations from the bureau’s May 2002 report, we
performed follow-up work on 12 of the 15 recommendations
with the most relevance to Medi-Cal fraud. The other three
relate to discontinuing the use of an unnecessary inventory
spreadsheet, discontinuing the use of fiscal intermediary staff to
process provider enrollment applications, and adhering to state
standards when hiring student assistants.

To assist with identifying recommendations to reduce or prevent
Medi-Cal fraud, we reviewed reports, information, and guidance
from fraud control experts, such as CMS, the U.S. Department
of Health and Human Services’ Office of Inspector General, the
General Accounting Office, and Malcolm Sparrow, author of

the book titled License to Steal: How Fraud Bleeds America’s Health
Care System. We also reviewed, Controlling Improper Payments in
the Medical Assistance Program, a report released by Minnesota’s
legislative auditor in August 2003. &

14
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CHAPTER 1

The Department of Health Services
Could Expand Its Strategy for
Addressing Fraud in the

Medi-Cal Program

CHAPTER SUMMARY

e Department of Health Services (Health Services) and
I several external entities conduct a number of fraud
prevention and detection activities for the federal
Medicaid program, the California Medical Assistance Program
(Medi-Cal). However, Health Services lacks some components
of a comprehensive strategy to guide and coordinate the
various antifraud activities to ensure that they are effective and
efficient. Moreover, Health Services has not comprehensively
assessed the amount or nature of improper payments occurring
in the Medi-Cal program, nor has it systematically evaluated
the effectiveness of its existing antifraud efforts. Without
this information, Health Services does not know whether it
is overinvesting or underinvesting in its antifraud efforts, or
whether it is allocating resources in the right areas.

Health Services’ existing antifraud activities aimed at Medi-Cal
providers stem from its fiscal year 1999-2000 budget proposal.
Health Services acknowledges that these activities need updating
and proposes to begin this process by conducting a study to
assess the amount of improper payments, including fraud, in the
Medi-Cal program. Its fiscal year 2003-04 budget contains funds
for conducting this study.

HEALTH SERVICES LACKS SOME COMPONENTS OF A
MODEL FRAUD CONTROL STRATEGY

Health Services lacks some of the elements of a comprehensive
and coordinated strategy to guide its antifraud efforts.
According to guidelines issued by the U.S. Department of
Health and Human Services’ Centers for Medicare and Medicaid
Services (CMS) for addressing fraud and abuse, a state Medicaid
agency should have a plan that outlines all of the state’s fraud
and abuse prevention and detection activities, key partners

and stakeholders, and roles and responsibilities. Such a plan,
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Without all the
components of an
antifraud plan,
Health Services cannot
ensure that its antifraud
efforts are at the
appropriate levels and
focused on the areas of
greatest fraud risk.

encompassing both fee-for-service and managed care, should
include goals for antifraud efforts, measurements to assess
progress toward those goals, areas of vulnerability and ways

to address them, and milestones for the completion of key
activities. Without these elements, Health Services cannot
ensure its efforts are comprehensive and coordinated, and that
the increases in funding and positions it has received are at the
appropriate levels and focused on the areas of greatest fraud risk.

Over the last four years, Health Services has received many
additional staff positions and has established a variety of
antifraud activities to combat Medi-Cal provider fraud. These
activities are dispersed throughout Health Services and include
an enhanced provider enrollment process, investigative
resources that have been redirected to identifying provider
fraud, and establishment of the Medi-Cal Fraud Prevention
Bureau (fraud prevention bureau).

Additionally, Health Services conducts its antifraud activities

in cooperation with various federal, state, and local agencies,
such as the Federal Bureau of Investigation, Los Angeles
County Health Authority Law Enforcement Team program,

and the California Department of Justice (Justice). According to
Health Services, its Fraud Steering Committee meets monthly
to facilitate communication and coordination among these
agencies. Further, according to Health Services, two other
entities ensure communication and a collaborative effort against
fraud and abuse. The Governor’s Medi-Cal Fraud Task Force
normally holds quarterly meetings to improve communication
and coordination of antifraud activities at state and federal
levels. The Medical Implications of Healthcare Fraud Task Force
meets periodically to address health issues that could result in
serious health care concerns for Medi-Cal beneficiaries.

According to its fiscal year 2003-04 budget request (2003 budget
proposal), Health Services, in cooperation with other state,
local, and federal agencies, has achieved success in detecting
and preventing Medi-Cal fraud. Health Services asserts that it
has accomplished many of the goals it set in 1999 and that its
research abilities have evolved to the point that it can identify
emerging fraud schemes. For example, the fraud prevention
bureau targeted potential fraud within certain provider types
that it considers high risk. According to Health Services, it has
also strengthened its provider enrollment process and denied
initial enrollment or reenrollment to more than 2,000 providers,
with an estimated cost avoidance and savings of $600 million.
Further, Health Services stated that it applied administrative
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Components missing

from Health Services’

plan include an overall
estimate of the extent of
potential fraud and

a clear designation of

the responsibility for

fraud control.

sanctions to more than 1,700 providers through field reviews
and preliminary investigations by Audits and Investigations
(audits and investigations) and the fraud prevention bureau,
resulting in savings of more than $406 million. Health
Services also reported that its pre-checkwrite reviews, the
purpose of which is to detect new fraud schemes or fraudulent
providers and stop their payments as quickly as possible, saved
approximately $96 million.

Health Services informed us that its 2003 budget proposal
outlines its antifraud activities but its other planning processes
are informal. Although Health Services’ current antifraud
efforts and its 2003 budget proposal, which was the basis of
the Legislature’s approval of the latest staff increases, together
contain certain components of a model antifraud strategy,
other components are missing or incomplete. Specifically,
these components include an overall estimate of the extent of
potential fraud, a list of the areas at highest risk for fraud and
thus in need of targeted antifraud efforts, a clear designation of
the responsibility for fraud control including an outline of the
responsibilities and coordination between Health Services and
other agencies, metrics for evaluating the effectiveness of its
antifraud activities, and a description of processes to ensure that
every claim faces some risk of review. According to both CMS
guidelines and the components of a model antifraud strategy
discussed in the Introduction, these components are essential
to a model antifraud strategy. For example, both emphasize the
importance of using measurements to assess progress toward
goals to determine whether antifraud measures are having a
meaningful impact on the overall extent of fraud.

Health Services has not yet developed an estimate of the overall
extent of fraud in the Medi-Cal program and the associated
areas in greatest need of its antifraud efforts. The Legislature has
approved the funding requested in the 2003 budget proposal for
an error rate study that will allow Health Services to assess the
extent of improper payments. As we discuss more fully in the
next section, Health Services is just beginning this assessment.
Without such an assessment, Health Services cannot be sure it is
targeting resources to the areas of greatest fraud risk.

Further, Health Services has not clearly designated who is
responsible for implementing the Medi-Cal fraud control
program. A model antifraud strategy involves a clear
designation of responsibility for fraud control, which in turn
requires someone or a team with authority over the functional
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L]
Although antifraud
efforts offer savings, they
also need to be measured
against their effect on the
overall level of fraud.

components that implement the antifraud program. However,
about half of the Medi-Cal provider types are approved by
entities other than the Provider Enrollment Branch, but, as we
discuss in Chapter 2, the branch has no authority to require
that the enrollment procedures used by the other entities
include steps to verify that these providers meet the specific
requirements of the Medi-Cal program. Also in Chapter 2,

we discuss the lack of an updated agreement that would help
resolve coordination problems with provider fraud case referrals
by Health Services to Justice. Although audits and investigations
is the central coordination point for antifraud activities

within Health Services and chairs internal committees and the
Governor’s Medi-Cal Fraud Task Force, some antifraud efforts
are located in other divisions and bureaus of Health Services or
in other state departments over which audits and investigations
has no authority. Therefore, audits and investigations’
designation as the central coordination point within Health
Services does not completely fill the need for an individual or
team that crosses departmental lines and is charged with the
overall responsibility and authority for detecting and preventing
Medi-Cal fraud.

Additionally, rather than measuring the impact of its efforts by
the amount of reduction in fraud, Health Services measures its
success by reference to unreliable savings and cost avoidance
estimates. The adoption of a problem-solving approach to fraud
control, a component of a model antifraud strategy, requires
evaluating the impact of antifraud measures on fraud both
before and after implementation of the measure. However,
Health Services measures its efforts by the achievement of goals
established during the development of its savings and cost
avoidance estimates. Although antifraud efforts offer savings, as
noted in a General Accounting Office report, they also need to be
measured against their effect on the overall fraud problem to
determine whether the control activities should be adjusted.

Finally, Health Services does not currently have processes to
ensure that each claim faces some risk of fraud review. According
to Health Services, although its current claims processing system
subjects each claim to certain edits and audits, it does not

subject each claim to the potential for random selection and
in-depth evaluation for the detection of potential fraud. Health
Services stated that the reason for this is because of limited staff
and because it found that the benefits of a random review were
outweighed by the greater cost-effectiveness of more targeted
reviews. However, Health Services acknowledges that the random
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For fiscal year 2003-04,
Health Services submitted
a proposal to participate
in a federal pilot program
aimed at determining
payment accuracy rates
in the Medicaid program.

sampling of claims, in conjunction with the error rate study
discussed more fully in the next section, will provide it with
information it can use to modify its fraud deterrence program.
The 2003 budget proposal includes establishing a systematic
process to randomly select claims for in-depth evaluation and this
is one of the components the Legislature approved.

HEALTH SERVICES HAS NOT YET CONDUCTED ROUTINE
AND SYSTEMATIC MEASUREMENTS OF THE EXTENT OF
FRAUD IN THE MEDI-CAL PROGRAM

Health Services has not systematically assessed the amount or
nature of improper payments—payments that should not have
been made or that were made in an incorrect amount (including
overpayments and underpayments)—in the Medi-Cal program.
Improper payments include any payment to an ineligible
beneficiary, any payment for an ineligible service, any duplicate
payment, payments for services not received, and any payment
that does not account for credit for applicable discounts.
Without this information, Health Services does not know
whether it is overinvesting or underinvesting in its payment
control system, or whether it is allocating resources in the
appropriate areas.

Despite Health Services’ ongoing efforts to prevent, detect,

and control fraud, it has not undertaken, until recently, the
research needed to establish the extent of provider fraud in

the Medi-Cal program. Although it did not participate in the
first two years, Health Services has submitted a proposal to
participate in the third year of a federal pilot program aimed at
developing methods of determining payment accuracy rates in
the Medicaid program.

CMS recommends that states conduct studies to quantify

the amount of fraud and abuse in their Medicaid programs.
According to CMS, these studies establish a baseline that can
be used to monitor progress in controlling fraud and abuse,
and they identify areas where limited funds and staff can best
be used for improvement. Because Health Services has not yet
developed a measurement of the extent of fraud in the Medi-Cal
program, it hinders executive management from obtaining the
critical information it needs for making important decisions
about where to allocate resources and how much it should
allocate in those areas. To direct fraud detection and deterrence
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Without systematic
measurement of the
amount and nature of
improper payments,
Health Services has no
way to determine whether
the time and expense it is
devoting to investigating
cases are producing a real
deterrent effect on fraud.

resources in the most cost-effective manner, program managers
must be able to measure the amount and type of fraud that
exists in the program.

According to an August 2003 report issued by Minnesota’s
legislative auditor, the Internal Revenue Service (IRS) is

an example of an organization that has used estimation
techniques to help manage its efforts to control fraud, abuse,
and other compliance problems. For many years, the IRS
periodically reviewed a random sample of tax returns, which
it used to arrive at a reporting compliance rate. It used the
results to promote and enforce taxpayer compliance, as well as
to allocate its resources and determine the effectiveness of its
programs. Minnesota'’s report noted that effectively targeting
resources depends on understanding the specific problems that
need to be addressed.

Additionally, one component of a model fraud control strategy
is systematic measurement. Measuring the amount and nature of
improper payments, including those caused by fraud, occurring
in the Medi-Cal program would enable Health Services to
implement a more strategic approach to controlling improper
payments. Health Services has data on the improper payments it
has detected through its current system, but it has not estimated
the magnitude of the improper payments that are slipping
through its system undetected. The best way to obtain this

type of information is to audit a representative sample of paid
claims. The results could provide valuable insight and direction.
Without systematic measurement, Health Services’ fraud-control
efforts may not be as effective as they could be because it has no
way of determining whether the time and expense it is devoting
to investigating cases are producing a real deterrent effect.

The Legislature has approved portions of the 2003 budget
proposal that Health Services submitted in May 2003 to request
additional staff for its strategic antifraud proposals, two elements
of which are an error rate study and random sampling of claims.
In this proposal, Health Services stated that it would randomly
select a statistically valid sample of beneficiaries and review
services rendered to identify improper provider billing for the
error rate study. It also estimated that it would review 100 claims
per week for the random sampling component. According

to Health Services, this design will permit program auditors

and analysts to estimate all types of billing errors, recognizing
various combinations of relationships among providers,
pharmacies, and beneficiaries.
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L]
Health Services has yet
to determine how, or the
number of, beneficiaries it
will contact to verify that
services were rendered;
therefore, it is premature
to conclude on the
adequacy of its approach
to estimate the level of
fraudulent payments.

Building upon its authorization to conduct an error rate study,
in August 2003 Health Services developed and submitted a
proposal to participate in a CMS project to measure payment
accuracy. As we discuss in more detail in Appendix A, in

June 2003, CMS solicited states to participate in the third year
of its Medicaid Payment Accuracy Measurement (PAM) Project,
with the offer of 100 percent funding for the project costs. The
overall purpose of the project is to develop methods to measure
Medicaid payment accuracy on a state-specific basis, compare
payment accuracy across states, and estimate payment accuracy
nationally. According to Health Services, as this proposal is
closely related in nature and scope to its error rate study, it has
replaced the error rate study with the PAM project proposal for
fiscal year 2003-04.

Health Services’ proposal is generally consistent with the CMS
requirements, which are focused on all improper payments

and not just fraudulent payments. In its proposal for the PAM
Project, Health Services states that it will develop an audit
program to accomplish certain objectives, including identifying
improper payments, and a questionnaire to confirm that a
beneficiary actually received the services claimed by the provider.
However, Health Services has yet to determine how it will use

its questionnaire or the number of beneficiaries it will contact

to verify that services were rendered for the provider claims

it reviews. According to Health Services, it is in the process of
developing the audit program and procedures for identifying
improper payments. Health Services states that its decision to
visit the beneficiaries in person, however, will be on a cost-benefit
basis, as beneficiaries may be difficult to reach or may not be able
to recall a specific provider visit. Until Health Services completes
its audit program and procedures, it is premature to conclude on
the adequacy of its approach to verify services with beneficiaries
to estimate the level of fraudulent payments.

Because it was designed to measure only payment accuracy, the
CMS PAM model seems to be a good method of systematically
measuring payment accuracy rates but not necessarily of
determining the nature and extent of fraud that exists in the
Medi-Cal program. Therefore, participating in the third year

of the PAM Project is a good starting point for Health Services
to begin measuring the improper payments that exist in its
program. However, Health Services will need to ensure its review
procedures include appropriate steps, such as verifying services
rendered, to identify fraudulent or excessive payments to
providers. Once Health Services has determined the magnitude
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Health Services employs
a form of cost-benefit
analysis, which uses
estimated savings or cost
avoidance as the benefit,
to decide how to allocate
its resources.

of the fraud problem, program managers will have the
information they need to develop more precise fraud deterrence
and detection efforts.

HEALTH SERVICES DOES NOT EVALUATE THE EFFECT
ON THE EXTENT OF FRAUD OF ITS ANTIFRAUD
ACTIVITIES AND USES UNRELIABLE SAVINGS ESTIMATES

Health Services does not perform a cost-benefit analysis for

each of its antifraud activities, nor does it use reliable savings
estimates to justify its requests for additional antifraud positions.
According to Strategies to Manage Improper Payments, an

October 2001 General Accounting Office report, agencies should
weigh the costs and benefits of internal control activities to
allow them to tailor control activities to fit their special needs.
The report also states that based on an analysis of the specified
risks facing the organization and the environment in which it
operates, it should determine which types of control activities
would be most effective in addressing the identified risks.
Furthermore, the report states that the agency should perform
cost-benefit analyses of potential control activities before
implementation to ensure that the cost of conducting those
activities is not greater than the potential benefit gained.

When we asked Health Services if it performs cost-benefit
analyses of the actual costs versus the associated effectiveness

of its antifraud activities in reducing the level of fraud in the
Medi-Cal program, it informed us that it continually modifies
and improves its analysis of each of its antifraud activities.
According to Health Services, it first uses a form of cost-

benefit analysis, using estimated savings or cost avoidance as
the benefit, to make decisions regarding resource allocations.
Health Services indicated that it looks at the costs and savings
of its antifraud activities in the aggregate and not by specific
activity because not all the fraud positions it received are directly
involved in savings and cost avoidance activities. According

to Health Services, the savings and cost avoidance associated
with its antifraud activities have always exceeded the additional
funds it receives to expand its antifraud program. When drawing
up its savings estimate and production planning or goals each
year, Health Services determines what it actually achieved in the
prior year and then makes decisions regarding where to focus its
resources in the coming year. According to Health Services, the
purpose of this process is to make sure that it is maximizing its
resources and saving more than the antifraud program costs in
the aggregate.
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Although Health Services
measured the costs and
effect on fraud for its
beneficiary identification
cards project, it does not
perform the same type of
analysis for all of its other
antifraud activities.

As it gains more information about ongoing projects,

Health Services continues to evaluate them and make

changes or reallocate resources to alternative uses. Although

it acknowledged that it does not use a formal cost-benefit
assessment, Health Services asserts that it does perform an
intuitive type of assessment. For example, it had a project in
which it worked with its fiscal intermediary to send out midyear
payment summaries to doctors’ homes rather than to their
business addresses, with hopes of identifying possible victims of
identity theft. Through monitoring, Health Services determined
that this particular project did not achieve significant results, so
it decided not to add the project to its antifraud activity process.
According to Health Services, it did not do a specific cost-benefit
analysis, but it did review the results of the project and decided
that its efforts were better used in other areas.

Health Services stated that for another project, through
evaluations and investigative work, it discovered that
unscrupulous providers were using beneficiary identification
cards to create fictitious Medi-Cal claims and receive fraudulent
payments. To prevent such schemes, Health Services reissued
the beneficiary identification cards with new numbers to certain
beneficiaries who appeared to incur an unusually high level

of health care services. Health Services’ cost-benefit analysis
initially estimated between $9 million and $13 million in
annual program cost savings after evaluating the change in costs
before and after reissuing the new beneficiary identification
cards. Health Services performed similar analyses throughout
the project and after 18 months of evaluation determined

that the project actually saved roughly $8 million annually.

Although Health Services performed a cost-benefit analysis

that measured the costs and effect on fraud for its beneficiary
identification cards project, it does not perform the same type

of analysis for all of its other antifraud activities. Instead, it
computes a savings and cost avoidance chart (savings chart),
which it uses to estimate the savings it expects to achieve from its
antifraud activities in the current and budget year. Health Services
also uses the savings chart to quantify the achievements of each
of its antifraud activities in the prior year and as a management
tool to allocate resources. For instance, Health Services used

the savings chart it created in November 2002 to support its
request for 315 new positions for antifraud activities in its

budget proposal dated May 2003, of which 161.5 positions were
ultimately approved by the Legislature.
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When estimating
savings from its
antifraud activities,

in some cases Health
Services simply assumes
that 100 percent of a
sanctioned provider’s
claims were improper
rather than determining
what proportion was
actually improper. As a
result, Health Services
potentially overstates
its actual savings or
cost avoidance.

However, Health Services’ November 2002 savings chart
potentially overstates its estimated savings because of a flaw in
the methodology it uses to calculate the savings. Health Services
calculates its savings and cost avoidance estimates for some
categories by using the average 12-month paid claims history

of providers who have been placed on administrative sanctions,
such as having payments withheld, being placed on temporary
suspension, undergoing special claims review, or needing prior
authorization of services. Health Services bases its estimates on
the assumption that 100 percent of the claims it paid during

the prior 12-month period to those providers sanctioned in the
current year should be counted as savings in the budget year.
However, it does not perform any additional analysis to determine
what proportion of the sanctioned providers’ paid claims was
actually improper. We question the soundness of Health Services’
methodology of simply assuming that 100 percent of the claims
from sanctioned providers were improper. Even though the
improper portion of the claim history would be potential savings,
any legitimate claims submitted by the sanctioned provider
could continue as a program cost because beneficiaries would
presumably receive health care services from another provider
who would bill the program. Thus, Health Services’ methodology
may potentially overstate the actual savings or cost avoidance
achieved from its antifraud activities.

RECOMMENDATIONS

Health Services should develop a complete strategy to address
the Medi-Cal fraud problem and guide its antifraud efforts. This
should include adding the currently missing components of

a model fraud control strategy, such as an annual assessment

of the extent of fraud in the Medi-Cal program, an outline of
the roles and responsibilities of and the coordination between
Health Services and other entities, and a description of how
Health Services will measure the performance of its antifraud
efforts and evaluate whether adjustments are needed.

To ensure that it will have the information it needs to determine
whether it is investing an appropriate level of resources to
combat fraud in the Medi-Cal program, Health Services should
do the following:

e Establish appropriate claim review steps, such as verifying
with beneficiaries the actual services rendered, to allow it to
estimate the amount of fraud in the Medi-Cal program as part
of its PAM study.

24
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¢ Ensure that the benchmark developed by the PAM model
is reassessed by annually monitoring and updating its
measurement methodologies.

To allocate available resources to the most cost-effective antifraud
efforts, Health Services should perform cost-benefit analyses that

measure the effect its antifraud activities have on reducing fraud.

Additionally, it should continuously monitor the performance of
these activities to ensure that they remain cost-effective. ®
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CHAPTER 2

The Department of Health
Services’ Existing Management
Practices Do Not Ensure Effective
Antifraud Activities

CHAPTER SUMMARY

he Department of Health Services (Health Services)
I has established a variety of ongoing fraud prevention

and detection activities (antifraud activities). However,
weak management practices within the antifraud activities we
reviewed have contributed to unnecessary work or ineffective
antifraud efforts. At least three divisions within Health Services
are responsible for performing one or more antifraud activities.
In addition, various branches within these divisions carry out
certain of the antifraud activities, from screening providers
before approving their enrollment into the California Medical
Assistance Program (Medi-Cal) to investigating and referring
suspected cases of provider fraud to law enforcement agencies.

It is important that Health Services coordinate its antifraud
activities among these various branches and clearly communicate
their roles and responsibilities. However, we observed that Health
Services performs duplicate work in some cases and may not be
effective in preventing ineligible providers from participating in
the Medi-Cal program in other cases. Further, it could achieve
more effective results in preventing improper payments for one of
its antifraud activities and could also coordinate its investigative
efforts better with another state agency. As a result, Health
Services cannot assure that it is using existing resources efficiently
and that its fraud controls are effective.

THE PROVIDER ENROLLMENT PROCESS CONTINUES TO
NEED IMPROVEMENT

Health Services’ Provider Enrollment Branch (enrollment
branch) screens applications to ensure that the providers it
enrolls are eligible to participate in the Medi-Cal program. This
includes ensuring that all Medi-Cal providers have completed
applications, disclosure statements, and agreements on file,

in compliance with federal and state regulations, to help it
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L]
The enrollment branch
has not established
important management
practices to ensure that
it processes provider
applications within the
required time frame.

determine whether providers have any related financial and
ownership interests that may give them the incentive to commit
fraud or were previously convicted of health care fraud. It also
must suspend those Medi-Cal providers whose licenses and
certifications are not current or active, in compliance with state
regulations. Although these activities are important first lines of
defense in preventing fraudulent providers from participating

in the Medi-Cal program, the enrollment branch is not fully
performing either of these activities.

In our May 2002 report, Department of Health Services: It Needs

to Significantly Improve Its Management of the Medi-Cal Provider
Enrollment Process, Report 2001-129, we made a number of
recommendations, including that the enrollment branch
improve its coordination with other Health Services units,
improve its ability to track cases and ensure that cases are
processed within the time frame required by regulation, more
effectively use its Provider Enrollment Tracking System (PETS),
and ensure that certain providers have current disclosure
statements on file. However, the enrollment branch has not
fully implemented many of our May 2002 recommendations.
For example, it has not established important management
practices, such as using its tracking system to monitor the
progress of application processing and formally coordinating
departmental enrollment efforts, to ensure that it processes
provider applications within the required time frame. Moreover,
enrollment branch management has not taken sufficient action
to ensure that only eligible providers continue to participate in
the Medi-Cal program. Appendix B examines in detail the status
of Health Services’ implementation of these recommendations.

Health Services May Be Required to Enroll Some Applicants
Even Though It Has Not Yet Completed Its Review

With some exceptions, current state regulations require Health
Services to process an application and notify a provider of its
decision within 180 days of receiving an application. If an
application is incomplete or deficient and is sent back to the
applicant to correct the deficiencies, or if the application is
sent to Health Services’ Audits and Investigations (audits and
investigations) for an on-site visit (secondary review), the time
period allowed for processing the application may be longer.
However, under any of these conditions, within 120 days of
receipt of its application package, the enrollment branch must
notify the applicant in writing that the application is either
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California State Auditor Report 2003-112



|
New legislation increases
the importance of timely
application processing
and notification of
applicants because it
allows applicants into the
Medi-Cal program if the
enrollment branch does
not complete these actions
within a specified period.

complete and accepted for processing, denied, or incomplete.
Additionally, if it forwards the application to audits and
investigations for secondary review, the enrollment branch must
notity the applicant of this additional action.

In our May 2002 report, one of our recommendations to the
enrollment branch was to use PETS to ensure that it sends
notifications to applicants at proper intervals. As we note in
more detail in Appendix B, the enrollment branch still does
not track whether it sends notifications to applicants within
120 days, nor does it notify a provider when an application

is sent to audits and investigations for secondary review. The
enrollment branch acknowledges, in fact, that it currently has
no way to ensure that notifications are sent and that PETS is
unable to track when notifications are sent.

New legislation that takes effect on January 1, 2004, increases the
importance of sending these notifications because it allows an
applicant into the Medi-Cal program if the enrollment branch
does not take action within a specified period. Specifically, the
enrollment branch must notify applicants, within 180 days

of receiving their applications, that they have been granted
provisional provider status for 12 months, that their application
has been denied or is incomplete, or that a secondary review is
being conducted. If the enrollment branch does not send the
notification before the 181 day, it must grant the applicant
provisional provider status for up to 12 months. Moreover,

this new legislation specifically requires these notifications for
applications the enrollment branch received before May 1, 2003.
If the enrollment branch does not notify these applicants

of its decision on or before January 1, 2004, it must grant

them provisional provider status. Therefore, it is vital that the
enrollment branch ensure that it sends notifications at the proper
time and that it processes applications in a timely manner.

As Table 2 on the following page illustrates, the enrollment
branch processed the majority of applications it received in fiscal
year 2002-03 within 180 days; however, it continues to take
longer than 180 days to approve, close, or deny applications
in some cases. For example, it took longer than 180 days to
close or deny 371 applications in fiscal year 2002-03. Under
the new legislation, these applicants would have been granted
provisional provider status because the enrollment branch
also does not ensure it sends the required notifications. More
importantly, as of September 29, 2003, the enrollment branch
had 1,058 applications still open that it received before
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TABLE 2

May 1, 2003. If the enrollment branch does not send these
applicants a written notification before January 1, 2004, it must
grant them provisional provider status regardless of any ongoing
review. Of the 1,058 applications still open, the enrollment
branch forwarded 319 to audits and investigations for secondary
review without sending written notice to the applicants. The
enrollment branch must now send a written notification to

each of these applicants before January 1, 2004, indicating that
their applications have been forwarded for secondary review

to avoid having to grant them provisional provider status. For
the remaining 739 applications, the enrollment branch will
need to complete its review of the applications and notify

these applicants in writing, before January 1, 2004, that their
applications are either approved, denied, incomplete, deficient,
or being forwarded to audits and investigations for secondary
review, to avoid granting provisional provider status to these
applicants that the enrollment branch has not yet ensured meet
all the requirements for participating in the Medi-Cal program.

Number of Provider Applications Received in Fiscal Year 2002-03 and Their Status*

Month
July
August
September
October
November
December
January
February
March
April
May
June

Totals

Applications
Received

2,825
2,933
2,939
3,274
3,194
2,702
3,168
1,790
2,325
3,012
2,824
3,082

34,068

Applications Applications
Applications Approved in Closed or
Applications Closed or Applications More Than Denied in More
Approved Denied Still Openf 180 Days Than 180 Days
1,416 1,370 39 50 72
1,471 1,388 74 85 30
1,336 1,511 92 187 61
1,651 1,567 56 98 69
1,813 1,322 59 167 63
1,493 1,154 55 372 30
1,941 1,161 66 104 27
873 853 64 8
1,132 1,112 81 0 10
1,314 1,226 472 0
599 687 1,538 0
759 529 1,794 0 0
15,798 13,880 4,390 1,071 371

Source: Department of Health Services, Provider Enroliment Tracking System.

* For provider types processed by the enrollment branch as identified in Table 3 on page 34. Status is as of September 29, 2003.

 Applications received in fiscal year 2002-03 and before May 1, 2003, total 1,058 and are shown in bold.
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In September 2003,
audits and investigations
had referrals dating back
to January 2003 that
were still unassigned; new
applicants sometimes
waited up to a year
to hear whether their
applications were
approved or denied.

According to the enrollment branch, it continues to lack the
resources needed to properly screen provider applications and
ensure that notifications are sent within the required 180 days.
However, it indicates that it is in the process of developing

a plan to implement all aspects of the new legislation. The
enrollment branch is planning to monitor the status of all
applications received before May 1, 2003, and to ensure they are
sent appropriate notifications by the end of the calendar year.

It is also planning to implement a system in which enrollment
branch analysts are notified of applications nearing the 180-day
mark and after which applicants would be granted provisional
provider status.

When the enrollment branch refers applications to audits and
investigations for secondary review, the processing time typically
extends well beyond 180 days. Neither the current regulations
nor the new legislation state a time limit for when Health
Services must complete its secondary review. For applications the
enrollment branch referred for secondary review in fiscal year
2002-03, the average length of time an application remained at
audits and investigations was 141 days, not including the time it
was under review at the enrollment branch.

Audits and investigations currently has about a six-month
backlog. We observed, in September 2003, that audits and
investigations had referrals from the enrollment branch dating
back to January 2003 that were still unassigned. New applicants
sometimes waited up to a year to hear whether their applications
were approved or denied. Because of this backlog, the first thing an
analyst does when performing a preliminary desk review is contact
the applicant to verify the current address and continued interest
in applying to the program. The analyst also redoes some of the
screening previously performed by the enrollment branch, such as
checking to confirm that the applicant’s license is valid. This is not
only an inefficient use of scarce resources, but it further extends
the time applicants are left waiting. Furthermore, beginning
January 1, 2004, unless the enrollment branch assures that
appropriate notifications are sent to applicants within 180 days

of receiving their applications, applicants must be granted
provisional provider status and may begin billing the program
even though the enrollment branch may not have approved their
participation in the Medi-Cal program.
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The enrollment branch
probes further into the
background of potential
providers than do other
divisions within Health
Services that also process
provider applications.

Health Services Does Not Ensure That All Applications Are
Processed Consistently and Meet the Same Screening Standards

In addition to not processing some applications within 180 days,
Health Services is unable to ensure that all provider applications
are processed consistently and in conformity with federal and
state program requirements. According to the Code of Federal
Regulations, Title 42, Section 455.106, and California Welfare
and Institutions Code, Section 14123, to be enrolled or continue
enrollment in the Medi-Cal program, a provider or anyone
owning all or part of a provider business or facility must not
have been convicted of a criminal offense related to Medicare or
Medi-Cal and must not be on suspension from participating in
Medicare or Medicaid programs. A list of providers excluded from
the Medicare program is available to the public and maintained
by the U.S. Department of Health and Human Services’ Office

of Inspector General. In addition to the federal list of excluded
providers, Health Services maintains a list of providers who have
been excluded from the Medi-Cal program. However, Health
Services is not consistently using these lists as tools for screening
new providers enrolling in the program.

The enrollment branch reviews applications for certain
provider types, such as physicians, pharmacies, clinical labs,
suppliers of durable medical equipment, and nonemergency
medical transportation. Within the enrollment branch,
applications for each of these provider types are processed

and screened by different units. Analysts in each unit use
similar checklists to guide the application review process. In
reviewing new provider applications, the enrollment branch
checks a variety of sources to confirm licensure, verify the
information provided on the application, and confirm that the
applicant has not been placed on the Medicare list of excluded
providers. The enrollment branch also probes further into the
background of potential providers by researching the history
of each provider’s associations and the addresses affiliated with
the individual, as well as validating phone numbers, current
addresses, and federal tax identification numbers. In addition,
the enrollment branch refers many applications to audits and
investigations for further review.

In comparison, other divisions within Health Services and
other departments responsible for reviewing certain types of
provider applications and recommending provider enrollment
do not conduct a similar review. For example, the Licensing and
Certification Division (certification division) of Health Services,
which processes provider applications for institutions and
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facilities, such as hospitals and skilled nursing facilities, does
not subject the owners to a background screening comparable
to the screening that the enrollment branch performs for its
providers. The certification division'’s review process generally
entails compiling a compliance history of the provider and
referring to the company’s or the Secretary of State’s Web site to
confirm that it is a registered business. The certification division
does this for each individual listed on the disclosure form. A
facility that is applying to be certified for both Medicare and
Medi-Cal forwards its application packet to the U.S. Health and
Human Services’ Centers for Medicare and Medicaid Services
(CMS), its fiscal intermediary, or its carrier. A carrier is a private
company that contracts with Medicare to pay Medicare bills.
For applications that go to the CMS carrier, we found that the
carrier screens for prior financial history and checks against the
list of Medicare-excluded providers. For providers applying only
for Medi-Cal certification, however, the certification division
acknowledged that it does not forward these applications to
CMS, nor does it check the owners or business names of the
facilities against the list of Medicare-excluded providers. Health
Services’ enrollment branch indicated that it does not do this
checking either.

According to the enrollment branch, its only role in enrolling
Medi-Cal facilities and institutions is to add to or change the
Provider Master File based on written communication, in the
form of a certification and transmittal form, from the certification
division. In other words, once the certification division certifies

a facility, it sends a certification and transmittal form to the
enrollment branch, and the enrollment branch enrolls the
provider into the Medi-Cal system. When asked about the
background screening of providers, certification division staff told
us they believed this was the enrollment branch’s responsibility.
Moreover, the enrollment branch was unaware of the review
process, if any, that takes place in departments, such as the
Department of Mental Health, that are responsible for approving
the enrollment of other provider types.

Table 3 on the following page lists the various types of providers
enrolled in the Medi-Cal program and the entities that are
responsible for processing their respective applications. As
shown in the table, the enrollment branch accounts for the
majority of the providers enrolled in the program, 83 percent,
with other Health Services’ divisions or programs accounting for
another 15.3 percent.
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TABLE 3

Medi-Cal Provider Types Grouped According to the Entity
Approving Enrollment in the Medi-Cal Program

Number of Percent of
Entity Approving Enrollment of Providers Provider Type Providers Total
Health Services’ Provider Enrollment Branch Physician 90,040
Physician group 7,942
Pharmacy 5,827
Optometrist 3,279
Psychologist 2,896
Podiatrist 1,626
Certified acupuncturist 1,285
Chiropractor 1,172
Others 8,636
Subtotal 122,703 83.0%
Health Services’ Licensing and Certification Long-term care facility 2,610
Division
Community hospital—inpatient 2,194
Community hospital—outpatient 1,857
Others 2,198
Subtotal 8,859 6.0
Health Services’ Children’s Medical Services Institutional and non-institutional
genetically handicapped person program 13,298 9.0
Health Services’ Breast Cancer Program Breast cancer early detection program 399 0.3
Department of Education Local education agency 513 0.4
Department of Aging Adult day care center and multipurpose
senior services 362 0.2
Department of Mental Health Mental health inpatient 180 0.1
Others Various 1,472 1.0
Total 147,786 100.0%

Source: Department of Health Services’ Provider Master File.

Because the enrollment branch does not perform any oversight
of or coordination with other units or departments that approve
the enrollment of certain providers, the screening standards for
all applications are not the same. For example, the certification
division recommends Medi-Cal enrollment based on a facility’s
standard of care and services provided, but the enrollment
branch recommends enrollment based on a background
screening of the individual performing the service. According

to the certification division, it does not conduct extensive
background screenings of the owners of facilities because its
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Inconsistent screening
may result in Health
Services allowing
ineligible individuals to
participate as providers in
the Medi-Cal program.

primary objective is to license or certify facilities and institutions
based on their compliance with health and safety codes and
quality of care standards.

To prevent potential fraudulent providers from enrolling in the
Medi-Cal program, it is necessary to screen the individuals with
the most to gain from committing fraud. This includes not only
the individuals actually providing services but also anyone with
a financial interest in the provider’s operations. If some provider
types are checked in this way but others are not, Health Services
cannot assure that all providers have met the same criteria for
eligibility. Therefore, since different units and departments
screen providers against different criteria, Health Services may be
allowing ineligible individuals to participate as providers in the
Medi-Cal program.

Health Services Does Not Always Ensure the Continuing
Eligibility of Enrolled Providers

Health Services’ procedures are not always effective to ensure that
enrolled providers remain eligible to participate in the Medi-Cal
program. To determine whether the enrollment branch complies
with laws and regulations designed to ensure that enrolled
providers continue to be eligible Medi-Cal providers, we tested

a sample of enrolled providers that Health Services paid in fiscal
year 2002-03. Our review of 30 existing Medi-Cal providers
disclosed two with canceled licenses. As of August 2003, one
provider’s license had been canceled effective March 2002 and the
other provider’s license had been canceled effective March 2003.
Even though the Welfare and Institutions Code, Section 14043.6,
requires providers whose license, certificate, or approval has been
revoked or is pending revocation to be automatically suspended
from the Medi-Cal program effective on the same date the license
was revoked or lost, as of August 2003, the provider numbers for
both of these providers were being used to continue billing and
receiving payment from the Medi-Cal program every month since
the cancellations occurred.

In the first case involving a canceled license, the Provider Master
File indicated that Health Services paid more than $3 million

in claims under the old provider number after the March 2002
cancellation of that provider’s license. Further analysis revealed
that Health Services received a change of ownership application
for this provider in June 2002, but as of August 2003, it had not
been completely reviewed. Therefore, the enrollment branch has
permitted a new owner, not yet approved as an eligible Medi-Cal
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Although they provide
information that can
be used to determine
whether a provider
has been convicted of
or has an incentive to
commit health care
fraud, the enroliment
branch did not always
have the required
provider agreements and
disclosures on file.

provider, to continue to bill and receive payment from the
Medi-Cal program using the old owner’s provider number. The
enrollment branch acknowledges that its practice of allowing a
new owner to use a prior owner’s provider number is in direct
conflict with state regulations. Specifically, the regulations state
that no provider shall submit claims to the Medi-Cal program
using any provider number other than the one Health Services
issued to that provider.

In the second case involving a canceled provider license, the
Provider Master File indicated payment of more than $140,000
in claims after March 2003, the month the license was canceled.
As of August 2003, the enrollment branch had not received

any notification about the provider, including the provider’s
canceled license, because it does not check with professional
licensing boards on a periodic basis. According to the
enrollment branch, the provider number has not been targeted
for reenrollment but would be deactivated in November 2003
because of a change in ownership.

Our review of 30 selected providers also found that the enrollment
branch did not always have the required agreements and disclosures
on file. State and federal regulations require Health Services to
maintain complete disclosure statements and provider agreements
on file for all enrolled and active providers. Federal regulations

also require Health Services to terminate an existing agreement

if the provider fails to disclose certain ownership information.

The disclosure statements provide Health Services with relevant
information to ensure that the provider has not been convicted

of a crime related to Medicare, Medi-Cal, or other health care
fraud, and to ensure that the provider does not have an incentive
to commit fraud based on the financial and ownership interests
disclosed. Of the 30 provider files we reviewed, two did not contain
disclosure statements. Additionally, Health Services could not locate
agreements for 24 of these providers. According to the enrollment
branch, enrollment as a Medi-Cal provider does not have an
expiration date; therefore, new information from the provider is
only requested when instigating action triggers it, such as when
the